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The CPA Profession
The CPA profession, which had its beginnings during the 
Industrial Revolution in 19th Century England, has been 
the fastest growing major profession in the U.S. for 
at least two decades. Nevertheless, accounting is an 
ancient practice. Writing was invented in 3,000 b.c. 
to keep records; and not until much later were symbols 
used for recording and exchanging ideas.
Here in this country, the CPA profession was inaugu­
rated in 1886 with the formation of the American 
Association of Public Accountants. In 1896, New York 
became the first state to enact a law to certify public 
accountants meeting prescribed standards. All other 
states now have such laws. By 1900, there were only 
243 CPAs. Today, there are more than 110,000 members 
of the American Institute of Certified Public Accountants, 
the official body of the profession and successor to 
the founding Association.
Admittance to the profession is based upon education 
qualifications, a rigorous examination prepared and 
graded by the Institute and certain experience require­
ments— all of which lead to the issuance of a license to 
practice in a state.
in a growing number of states, there is a continuing 
professional education requirement to retain that 
certification. Besides being bound by the guiding 
technical requirements of the profession, the CPA is held 
to a code of ethics that is among the most exacting of 
any profession.
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“As auditors we start by 
testing the company’s 
internal controls..
Report of Independent
Certified Public Accountants
To Share Owners and Board of Directors
of the Company
We have examined the balance sheet of X Company 
as of December 31,  19XX, and the related statements 
of income, retained earnings and changes in financial 
position for the year then ended. Our examination was 
made in accordance with generally accepted auditing 
standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures 
as we considered necessary in the circumstances.
In our opinion, the financial statements referred to 
above present fairly the financial position of X Company 
as of December 3 1 , 19XX, and the results of its 
operations and the changes in its financial position for 
the year then ended, in conformity with generally 
accepted accounting principles applied on a basis 
consistent with that of the preceding year.
Certified Public Accountants
February 15 , 19XX
The CPA as an Auditor
In the United States, there are approximately 5,000 
publicly owned companies whose stock is held by 
30,900,000 shareholders. Laws require these companies 
to issue annual financial statements. For the protection 
of investors, those statements are audited by certified 
public accountants. An audit offers investors reasonable 
assurance that financial statements reflect a company’s 
financial position and results of operations in accord­
ance with an established framework of accounting 
standards. An auditor does not examine every trans­
action nor provide assurance that all employees are 
honest and all company dealings have been above 
board, but an audit should uncover major discrepancies 
that might affect the company’s financial picture.
Audits are by no means confined to publicly owned 
corporations. Smaller firms, including those held by 
individual families, are audited regularly, although the 
results are not generally put out to the public. Audits 
provide firms with statements of their assets and 
liabilities that are usually necessary in applying for 
bank loans or undertaking a major reorganization of 
the company. As decision-making tools, audits are as 
important to management as they are to investors.
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The CPA as an Auditor
We have 
examined. . .
. . .  and made 
such tests. . .
. .. and other 
auditing procedures..
Auditing is a sophisticated process of testing the 
propriety of financial statements which are a combina­
tion of facts, judgments, estimates and related infor­
mation concerning a company’s financial position and 
operating results. The process was developed by the 
accounting profession, which carefully and deliberately 
hammered out guidelines giving it uniformity.
Audits start with a careful look at a company’s internal 
control system. It is here dishonesty is most easily nipped 
in the bud. If a company is organized so those who 
receive money from sales must turn it over to others for 
counting, who in turn deposit it, while others reconcile 
bank statements, the probability for mischief is less than 
if the same persons handled all four processes, un­
checked. An auditor usually travels about observing 
employees on the job as part of this phase of the audit.
The next phase of the audit includes scrutinizing of 
documents and comparing them to other evidence. For 
example, orders and receipts are compared to company 
records to be certain that goods and services were 
purchased and paid for as reported. Sampling tech­
niques are used to test transactions and if anything 
appears wrong the auditor automatically expands his 
review searching out further evidence of error.
Working in teams, auditors confirm bank balances, 
spot-check outstanding bills to determine the probability 
for payment, and examine the company’s procedures 
for counting, then valuing, inventory. The process con­
tinues with auditors’ tallying marketable securities, 
checking depreciation schedules on plants and equip­
ment, reading minutes of vital meetings, studying 
contracts, and conferring with management, directors 
and outside counsel about company operations.
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In our opinion . . . When this long process is concluded, the auditor, 
exercising his professional judgment and drawing upon 
his knowledge of business operations, mathematics, 
economics and an understanding of such other dis­
ciplines as behavioral science, reaches a conclusion. This 
is the “ bottom line” in the audit—the Auditor’s Report.
Either the auditor finds the statements are fairly pre­
sented in conformity with “ generally accepted account­
ing principles” and affixes his firm’s name to the report, 
or he cannot express a “ clean” opinion. Under certain 
circumstances, the auditor may elect to qualify his 
opinion, stating clearly those matters preventing him from 
expressing a “ clean” opinion. If the auditor is unsatisfied 
with the financial statements he may withdraw from an 
assignment. Companies listed on stock exchanges must 
explain all the circumstances to the Securities and 
Exchange Commission.
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‘Next year, you’ll have to 
make provisions for these 
taxes..
The CPA as a Tax Adviser
How much to 
set aside?
A windfall
Howto arrange 
your estate
And, of course, the 
annual income tax 
hassle
Helping businesses and individuals prepare tax returns 
and recommend tax economies is one of the CPA’s most 
visible services; it is certainly among the most complex 
and susceptible to change. Here are actual episodes 
showing how the CPA functions as a tax adviser.
Almost the first question corporations must consider in 
taxation is how much to set aside to meet tax obligations. 
CPAs usually advise companies on what constitutes 
adequate reserves. In a recent instance, a CPA reviewing 
a client’s tax plans found the company had failed to take 
advantage of tax provisions exempting it from double 
taxation of facilities located in several states. Adjust­
ments were made and the reserve cut.
At the time its founder was preparing to retire, a 
privately held company initiated a full review of its tax 
situation. The CPA engaged for the assignment dis­
covered that the firm had overlooked tax provisions 
specifically benefiting this type of enterprise. He recom­
mended a thorough review of inventory costing method, 
depreciation schedules and loss reporting procedures, 
thus effecting tax savings of more than $1 million.
Acting as executor of a friend’s estate, a businessman 
was appalled to discover that in order to pay the estate 
taxes, he would have to sell so much of the property that 
the survivors, including several children, would be left 
nearly destitute. That experience prompted him to 
engage a CPA and an attorney as a planning team to 
arrange his own estate to take advantage of every benefit 
and exemption to enhance his family’s financial security.
Taxpayers with a single source of income often will make 
out their own tax returns. But unexpected events can 
make this practice unprofitable. A midwestern engineer 
who retired and organized a small consulting service 
suddenly found himself with a flourishing enterprise and 
a staggering tax burden. He called in a CPA, who first 
organized the records, took advantage of all the tax 
exemption provisions and prepared a return saving him 
hundreds of tax dollars. Then, later, when the IRS called 
him in for an audit the engineer was fully prepared to 
demonstrate how the figures were arrived at.
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"Here are the advantages 
of leasing..."
 
The CPA as an Accountant
Working out client
accounting
problems
Setting accounting 
and auditing 
standards
Accounting provides the basis for organizing financial 
information, reducing a mass of detail to comprehensible 
proportions. It’s what makes management decisions 
possible.
The CPA has been described as a designer of order, the 
professional recognized for his ability to organize. 
Nowhere is this more apparent than those instances 
where the CPA creates business information systems. 
Some examples of this include developing a low-cost 
procedure for a contractor to report costs on a govern­
ment project; showing a manufacturer how various 
methods for evaluating inventory affect his operations 
and earnings; or laying out the advantages of leasing, 
either property or equipment. The needs of businesses 
for information vary widely; it is the CPA’s function to 
identify and fill those needs.
Those same abilities employed by the CPA to resolve 
client problems also help advance the profession’s own 
accounting and auditing standards, a continuous 
refining of rules and developing new guidelines to meet 
changing needs. Accounting standards are established 
by the Financial Accounting Standards Board, an inde­
pendent body which draws its members from the 
accounting profession, as well as from business, educa­
tion and government. Auditing guidelines are issued by 
the American Institute’s Auditing Standards Division. In 
both instances, alternative methods are given the most 
thorough scrutiny; those issued as guidelines become 
binding upon the CPA. They are basic to the CPA's body 
of knowledge.
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“You can speed up 
construction with the 
critical path method.”
The CPA as a Management Adviser
When to 
computerize?
Foundry costs?
Aiding a business to improve its efficiency and make 
maximum use of its resources is another phase of the 
CPA’s services. These management advisory services 
are regularly and routinely used by corporations, 
non-profit institutions, public agencies and municipal 
government. Here’s how they have been applied in 
actual situations.
A company, whose rapid growth suddenly projected it 
into the big leagues, unexpectedly found itself with a 
problem. Should it computerize? The head of the 
company called in the CPAs and asked what effect data 
processing would have on its profit picture. The CPAs 
prepared detailed cost/benefit analyses, developed 
more detailed information showing present costs for 
manual operations, and compared them to what oper­
ating costs would be once the computer hardware was 
installed and de-bugged. The studies factored in hard-to- 
reckon variables. For example, if you cut production 
time, and expand capacity, can you attract enough new 
business to defray what might otherwise be overwhelm­
ing installation costs? The CPAs recommended com­
puterization and stayed on to aid in its introduction into 
the company’s operations. The company’s profit picture 
has since brightened.
Without changing its methods much from month to 
month, a small foundry was nonetheless reporting 
drastically fluctuating costs. A CPA, engaged to examine 
these cost statistics, discovered some interesting facts. 
He found that because of wide variation in product 
the use of a single cost per pound measure in setting up 
budgets, although convenient and traditional, was mis­
leading factory managers. So he suggested a new 
measure based on time and unit standards, comprising 
such factors as the cost to operate a melting furnace 
for one hour and the cost to produce 100 specified cores 
in an hour, as better ways of measuring costs. Using this 
new measurement, management found that for the first 
time it could take into account all the major cost vari­
ables and assign prices to its products on a more rational 
basis.
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The CPA as a Management Adviser
Schools can 
learn too
In the political skirmishing that always precedes public 
referendums on school bond issues, one community 
engaged a CPA, asking him to study its educational 
system for ways to cut costs. In time, he introduced a 
management-by-objectives technique known as Planning 
Programming Budgeting System. It identifies optimum 
goais and then scales them down to attainable objec­
tives. One of these objectives was that a typical student 
would be able to read with 80 percent accuracy from a 
list of 6th grade words selected from the Stanford 
Reading Achievement Test. Another goal was for 
60 percent of the 11th grade to at least match the 
national average on standardized reading comprehen­
sion tests. With its objectives clearly in mind, school 
authorities then developed programs to achieve them 
and based its budget on those programs. Allocations 
unrelated to the goals were scuttled and the school 
system experienced a simultaneous increase in effi­
ciency and drop in costs. That made the bond issue moot.
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The CPA and You
If you are a businessman, a taxpayer, a shareholder 
or a private citizen, chances are you benefit either 
directly or indirectly from the professional skills and 
integrity of the CPA. As a central figure in the nation’s 
financial structure, the CPA:
• conducts special studies on financing, inventories, 
costs, credits, and collection for business, government 
and nonprofit organizations.
• consults on accounting aspects of business problems. 
Helpful in dealing with attorneys and bankers in 
mergers or expansions.
• reviews accounting systems to assure a procedure that 
best serves a company’s needs.
• audits financial statements and reports on them for 
the use of investors, creditors, management and 
many others.
• assists clients in securing loans and credit by gather­
ing information required by a lending agency.
• prepares tax returns and recommends tax economies. 
Helpful to every business, as well as individuals with 
varied income sources.
• aids individuals in estate planning.
What does a CPA do? The CPA’s most fundamental role 
is to help people and organizations evaluate the use of 
economic resources. The CPA’s work in auditing, tax, 
management advice and accounting finally emerges in 
the form of healthy businesses, sound personal finances 
and properly planned estates.
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